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March 8,1995 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report presents our opinion on the financial statements of the 
Pension Benefit Guaranty Corporation’s Single-Employer Fund and 
Multiemployer Fund for the fiscal years ended September 30,1994 and 
1993, and our evaluation of internal controls and compliance with laws 
and regulations. We conducted our audit pursuant to the provisions of 31 
U.S.C. 9105, as amended, and in accordance with generally accepted 
government auditing standards. 

Our opinion on the Funds’ financial statements is unqualified. During fiscal 
year 1994, the Corporation continued making progress in improving its 
internal controls; however, material internal control weaknesses conlinue 
to affect both funds. This report also discusses our continuing concerns 
about the long-term viability of the Single-Employer Fund and weaknesses 
in employee benefit plan audits and reports. 

We are sending copies of this report to the Chairmen and Ranking 
Minority Members of the Senate Committee on Govemmenlal Affairs; the 
House Committee on Government Reform and Oversight; and the 
Subcommittee on Oversight, House Committee on Ways and Means. We 
are also sending copies to the Secretaries of Labor, the Treasury, and 
Commerce in their capacities as Chairman and members of the Board of 
Directors of the Pension Benefit Guaranty Corporation; the Corporation’s 
Executive Director; the Director of the Office of Management and Budget;; 
and other interested parties. 

This report was prepared under the direction of Robert W. Gramling, 
Director of Corporate Financial Audits, Accounting and Inform&on 
Management Division, who may be reached at (202) 512-9406, if you have 
any questions. Other major contributors are listed in appendix V. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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GAO United States 
General Accounting Office 
Washington, D.C. 20548 

Comptroller General 
of the United States 

B-259540 

To the Board of Directors 
Pension Benefit Guaranty Corporation 

We have audited the accompanying statements of financial condition as of 
September 30,1994 and 1993, of the Single-Employer and Multiemployer 
F’unds administered by the Pension Benefit Guaranty Corporation (PBGC), 

and the related statements of operations and changes in net position and 
statements of cash flows for the fiscal years then ended. We found the 
following: 

9 The Corporation’s financial statements referred to above were reliable in 
aU material respects. 

9 In its 1994 report on internal controls, management fairly stated that 
internal controls in place on September 30,1994, were not effective in 
assuring that transactions were properly recorded, processed, and 
summarized to permit the preparation of iinancial statements in 
accordance witi generally accepted accounting principles and to maintain 
accountability for assets among funds. However, through additional audit 
procedures, we were able to satisfy ourselves that these weaknesses did 
not have a material effect on the Corporation’s fmanciaI statements. In 
contrast, internal controls in place on September 30,1994, did provide 
reasonable assurance that assets were safeguarded from material loss and 
that bansactions were executed in accordance with management authority 
and signiiicant provisions of seIected laws and regulations. 

. There was no reportable noncompliance with laws and regulations we 
tested. 

The following sections outline each of these conclusions in more detail 
and discuss significant matters considered in performing our audit and 
forming our opinions. Appendix I discusses the scope of our audit, 
including one area for which we reviewed and relied on the work of an 
independent public accountant under contract to the Corporation’s 
Inspector General. Appendix II presents the financial statements of the 
funds; appendix III presents the Corporation’s assertion about the 
effectiveness of its internal controls; and appendix IV contains the 
Corporation’s written comments on a draft of this report. 

Significant Matters The following information discusses our continuing concerns about 

l the long-term viability of the Single-Employer Fund and 
. weaknesses in employee benefit plan audits and reporting. 

Page 4 GAOAIMD-96-93 Pension Benefit Guaranty Corporation 



B-269640 

In addition, significant matters involving material weaknesses in internal 
controls are discussed in a separate section below. 

Concerns About the 
Long-term Viability of the 
Single-Employer Fund 

The Single-Employer F’und is able to meet its near-term benefit obligations 
because premium receipts presently exceed benefit payments and the 
F’und held investments having a market value of $7.2 billion and cash of 
$627 million at September 30,1994. The Single-Employer F’und also 
reported a significant gain for the year, largely as a result of the effect of 
rising interest rates on the program’s benefit liabilities. 

However, the Fund’s unfunded $1.2 billion deficit, which represents a 
shortfall in assets needed to satisfy the Corporation’s benefit liabilities for 
terminated plans and for those plans considered likely to terminate, still 
constitutes a threat to the Fund’s long-term viability, In addition to the 
losses recorded in the financial statements and reflected in the unfunded 
deficit as of September 30,1994, the Corporation disclosed $18 billion in 
estimated unfunded liabilities in single-employer plans that represent 
reasonably possible future losses. 

The Employee Retirement Income Security Act of 1974 (ERISA), which 
created the pension insurance program, established funding standards for 
insured plans but allowed benefits to become guaranteed before being 
funded by plan sponsors. The resulting timing difference has contributed, 
in large measure, to the Corporation’s exposure should a financially 
troubled plan sponsor be unable to meet its pension obligations. 

Moreover, the premium structure of the Single-Employer F‘und has limited 
the Corporation’s ability to manage the exposure posed by underfunded 
plans because premiums paid by those plans have not fully covered the 
l-i&S. 

In 1987, the Congress modified the Single-Employer Fund’s basic flat-rate 
premium structure by adding a supplemental variable rate premium which, 
for the ilrst time, established a link between premiums and plan 
underfunding. The variable rate premium was based on the unfunded 
vested liability as calculated by the plan, after adjusting for a common 
interest rate, rather than the specific unfunded liability the F’und assumes 
should a plan actually terminate. However, as previously reported,’ the 

‘Pension Phns: Hidden Liabilities Increase Claims Against Government Insurance Program 
(CAO/HRD-93-7, December 30,199Z). 
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Single-Employer Fund often assumes a substantially larger liability upon 
termination than the last one calculated and reported by a plan. 

Also, the variable rate premium was subject to a maximum dollar amount 
that, when reached, effectively limited the risk-based linkage between 
premiums and plan underfunding. In addition, the Single-Employer Fund’s 
premium structure did not take into account the added risk of termination 
posed by underfunded plans sponsored by financially troubled companies. 

To address these concerns, the administration supported legislation 
proposed in the 103rd Congress to strengthen minimum funding standards 
by requiring sponsors to increase their contributions to underfunded 
defined benefit pension plans and phasing out the cap on variable rate 
premiums paid by underfunded plans. A  modified version of this proposal, 
the Retirement Protection Act of 1994, became law on December 8,1994, 
as part of legislation implementing the General Agreement on Tariffs and 
Trade (GA=). The Corporation anticipates that this legislation will 
significantly reduce underfunding in the plans that it insures and improve 
its financial condition. We have not assessed the long-term effects of this 
legislation on the Corporation’s deficit. However, the Corporation will 
need to monitor whether the legislation achieves the desired results. 

Weaknesses in Employee 
Benefit Plan Audits and 
Reporting 

As we previously reported: weaknesses in the scope and quality of audits 
of employee benefit plans and the lack of plan reporting on internal 
controls reduce their effectiveness in safeguarding the interests of plan 
participants and the government. Under ERISA, the Department of Labor is 
responsible for establishing reporting and disclosure requirements and 
monitoring ongoing employee benefit plans, which include defined benefit 
pension plans insured by the Corporation. 

In past reviews of independent public accountants’ audits of employee 
benefit plans we found severe weaknesses in both the quality and scope of 
plan audits that made their reliability and usefulness questionable.3 ERISA 
allows plan administrators to limit the scope of plan audits by excluding 
plan assets held by certain regulated institutions from the scope of the 
auditor’s work. Thus, in cases where the scope is limited, the auditor 

2Financial Audit: Pension Benefit Guaranty Corporation’s 1993 and 1992 Financial Statements 
(GAOHMD-94109, May 4,1994). 

‘These reviews are discussed in Employee Ben&fits: Improved Plan Reporting and CPA Audits Can 
Increase Protection Under ERlSA (GAO/AFMD-92-14, April 9,1992) and Changes Are Needed in the 
ERISA Audit Process To Increase Protection for Employee Benefit Plan Participants, U.S. Department 
of labor, Office of Inspector General, 09-90-001-12~01 (Washington, D. C.: November 9, 1989). 
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provides little or no assurance about the existence, ownership, or value of 
assets that may be material to the financial condition of those plans. In 
addition, plan auditors are not required to check the accuracy and 
completeness of pension insurance premium filings applicable to insured 
plans or related premium payments made to the Corporation. FinalIy, 
while plan administrators are responsible for establishing sound internal 
controls and for complying with applicable laws and regulations, ERISA 
does not require that either plan administrators or plan auditors report to 
regulators and participants on the effectiveness of internal controls. 

In our April 1992 report (GAOMFMD-9%14), we recommended that the 
Congress eliminate EEWA'S l imited scope audit provision and require plan 
administrators and auditors to report on internal controls. Legislation was 
introduced late in the 103rd Congress that would have eliminated limited 
scope audits, required peer review of auditors conducting plan audits, and 
required plan administrators and auditors to report irregularities. This 
proposed legislation would not have required plan administrators and 
auditors to report on internal controls. The legislation was not enacted, 
and as of February 15,1996, the 104th Congress had not taken up similar 
legislation. 

Material Internal 
Control Weaknesses 

Our work disclosed that the Corporation has continued to make progress 
in improving internal controls affecting its financial reporting. However, as 
of September 30,1994, material weaknesses4 continued to exist in the 
Corporation’s internal control structure in the three areas reported in our 
previous audits: 

l weaknesses in financial systems and related internal controls, 
9 inadequate controls over the assessment of the Multiemployer Fund’s 

liability for future financial assistance, and 
l inadequate controls over nonhnancial participant data 

Through substantive audit procedures,6 we were able to satisfy ourselves 
that the weaknesses discussed below did not have a material effect on the 
fiscal year 1994 and 1993 financial statements of the Single-Employer and 

‘A material weakness is a reportable condition in which the design or operation of the internal 
controls does not reduce to a relatively Iow level the risk that losses, noncompliance, or hashtemenh 
in amounts that would be material in relation to the financial statements may occur and not be 
detected within a timely period by employees in the normal course of their assigned duties. 

%ubstantive audit procedures are detailed tests and analytical procedures performed to detect 
rr&erial misshtements in the classification of transactions, account balances, and disclosure 
components of fmancial statements. 

Page 7 GAOAIMD-95433 Pension Benefit Guaranty Corporation 



B-259540 

Multiemployer Funds. However, these weaknesses could result in 
misstatements in future financial statements and other financial 
information if not corrected by management These weaknesses could also 
have an adverse impact on management decisions based, in whole or in 
part, on information whose accuracy is affected by the deficiencies. 
Unaudited financial information, including budget information, reported 
by the Corporation or used as a basis for management’s operational 
decisions also may contain inaccuracies resulting from these weaknesses. 

Weaknesses in F’inancial 
Systems and Related 
Internal Controls 

We reported for fiscal years 1992 and 19936 that weaknesses in financial 
systems and related internal controls presented an unacceptable risk to 
the Corporation that material misstatements might occur in the 
Corporation’s financial information and not be detected promptly by the 
Corporation. 

During fiscal year 1994, the Corporation continued to take steps to 
strengthen internal controls and to address weaknesses in % -tan&l and 
management information systems. For example, the Corporation began 
testing the data supporting multiemployer plan requests for financial 
assistance to ensure that they were valid and adequately supported prior 
to providing the assistance, updated certain computer operations 
procedures, and began detail system design for a new core financial 
system incorporating the standard general ledger. 

However, as of September 30,1994, the Corporation had not implemented 
sufficient financial reporting controls to compensate fully for its lack of 
financial system integration. Deficiencies in automated management and 
financial information systems continued to inhibit management’s ability to 
promptly and accurately accumulate and summarize the information 
needed for internal and external reports. Overall, the Corporation’s 
cumbersome and nonintegrated processes for preparing the financial and 
other management information needed to support operations and 
financial/budgetary reporting were time-consuming and labor-intensive. 
These conditions were due, in part, to shortcomings in systems 
development and operations, including the absence of a proven systems 
development methodology. Thus, system and control weaknesses exposed 
the Corporation to a significant risk that the information could be 
materially misstated. These weaknesses were discussed in greater detail in 
our previous reports. 

elhsncial Audit: Pension Benefit Guaranty Corporation’s 1992 and 1991 Financial Statements 
(GACMIMD-921, September 29,1993); and Financial Audit: Pension Benefit Guaranty Corporation’s 
1993 and 1992 Financial Statements (GAOMMD-94-109, May 4,1994). 
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Inadequate Controls Over 
the Assessment of the 
Multiemployer Fund’s 
Liability for Future 
Financial Assistance 

During fiscal year 1994, the Corporation placed into operation a new 
computer system to determine the multiemployer plan universe and 
identify financially troubled plans as part of its assessment of the 
Multiemployer Fund’s liability for future fmancial assistance. However, the 
new system’s security controls were not designed to effectively restrict 
access to program source code, executable programs, and data tables. 
Additionally, during system implementation, the Corporation did not 
maintain evidence to document that key financial and nonfinancial plan 
data were accurately and completely transferred into the new 
multiemployer system. 

In addition, as reported for iiscal year 1993, the Corporation did not 
review or properly supervise the process for determining which plans 
should be included in the universe of multiemployer plans, or address the 
accuracy of certain data utilized in identifying and assessing fmancially 
troubled multiemployer plans. 

Inadequate Controls Over 
Nonfinancial Participant 
Data 

As previously reported, the Corporation’s controls did not ensure the 
accuracy of nonfinancial participant data entered into the Pension and 
Lump Sum (PLUS) system. In processing a terminated pension plan, the 
Corporation obtains nonfinancial participant data (such as social security 
numbers and dates of birth and employment) and uses the data, in 
conjunction with other information, to initially determine participants’ 
guaranteed benefits. After the nonfinancial data are obtained and initial 
benefits are determined, the data are entered into the PLUS system 
automated database, which is used to respond to participant inquiries and 
administer other benefit services, The Corporation uses these data 
annuaUy to value its benefit liability for participants whose data have been 
entered in PLUS. Inaccurate nonfinancial data can reduce the precision of 
the Corporation’s fiscal year-end liability valution and delay the final 
calculation of participant benefits. 

Weaknesses in controls over nonfinancial participant data and related 
recommendations are discussed in the Pension Benefit Guaranty 
Corporation Inspector General Report No. 94-6/23079-l and as updated in 
its report No. 955/23083-l. In our report (GAOLUMD-WUB),  we concurred 
with the Inspector General’s recommendations, which are designed 
prinunily to strengthen the verification of participant data and the input 
and edit controls over participant data maintained in PLUS. 
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During fucal year 1993, the Corporation initiated efforts designed to 
improve the accuracy of certain aspects of nonlinancial participant data 
entered into the PLUS system. However, control weaknesses involving 
these data continued to exist for fiscal year 1994 because the Corporation 
had not made significant progress in improving procedures for obtaining 
and documenting participant data in a timely manner. Also, weaknesses 
existed in the Corporation’s verifying and editing of the nonfinancial 
participant data entered and maintained in the Corporation’s records and 
its PLUS database. 

We previously made recommendations for addressing each of the material 
internal control weaknesses discussed in this report7 These 
recommendations called for strengthening internal controls over systems 
development/modification and integration, financial reporting, 
multiemployer financial assistance, and participant data While the 
Corporation made progress during &cal year 1994 in addressing these 
recommendations, these efforts have not been completed. The 
Corporation has stated its commitment to fully addressing the weaknesses 
disclosed in these reports. 

Opinion on Financial In our opinion, the accompanying financial statements present fairly, in all 

Statements 
material respects, the financial position of the Single-Employer and 
Multiemployer Funds administered by the Pension Benefit Guaranty 
Corporation as of September 30,1994 and 1993, and the results of their 
operations and cash flows for the fiscal years then ended, in accordance 
with generally accepted accounting principles. 

However, misstatements may nevertheless occur in other financial 
information reported by the Corporation as a result of the internal control 
weaknesses previously described. Furthermore, the Corporation’s 
assessment of the Mukiemployer Fund’s exposure to liabilities for future 
fmancial assistance is subject to material uncertainties, whose eventual 
effects cannot be reasonably determined at present. Many complex factors 
must be considered to identify multiemployer plans which are likely to 
require future assistance and to estimate the amount of such assistance. 
These factors, which include the financial condition of the plans and their 

‘Financial Audit: Pension Benefit Guaranty Corporation’s 1992 and 1991 Financial Statements 
(GAO/AIMD-93-21, September 29,1993); Financial Audit: Pension Benefit Guaranty Corporation’s 1993 
and 1992 Financial Statements (GAO/AIMD-94-109, May 4,1994); Pension Benefit Guaranty 
Corporation Inspector General Report No. 93&23069-l, September 29,1993; and Pension Benefit 
Guaranty Corporation Inspector General Report No. 94-6E.3079-1, May 4,1994. 
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multiple sponsors, wiIl be affected by future events, most of which are 
beyond the Corporation’s control. 

Controls 
internal controls designed to: 

. safeguard assets against loss from unauthorized use or disposition; 

. assure the execution of transactions in accordance with management 
authority and with laws and regulations that have a direct and material 
effect on the financial statements or that are listed by OMB and could have 
a material effect; and 

l properly record, process, and summarize transactions to permit the 
preparation of reliable fmancial statements in accordance with generally 
accepted accounting principles and to maintain accountability for assets. 

In its 1994 report on internal controls, the Corporation’s management 
fairly stated that internal controls in effect on September 30,1994, did not 
provide reasonable assurance that the Corporation properly recorded, 
processed, and summarized transactions to permit the preparation of 
financial statements in accordance with generally accepted accounting 
principles. IIowever, controls in effect on September 30,1994, provided 
reasonable assurance that assets were safeguarded against loss from 
unauthorized use or disposition and that transactions were executed in 
accordance with management’s authority and significant provisions of 
selected laws and regulations. Management made this assertion, which is 
included in appendix III, using the internal control and reporting criteria 
set forth in the Federal Managers’ Financial Integrity Act (FMFJA) and 
implementing guidance. In making this assertion, management considered 
the material weaknesses we found. 

Reportable Condition While the Corporation made progress in addressing the reportable 
conditions identified and discussed with the Corporation during our fiscal 
year 1993 audit, our audit for fiscal year 1994 found that one of these 
reportable conditions continued to exist. Although this reportable 
condition is not considered a material weakness, it represents a significant 
deficiency in the design or operation of the Corporation’s internal controls 
and should be corrected. 

The Corporation’s controls over documentation supporting participant 
data maintained on PLUS were inadequate. In many cases, the Corporation 
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was unable to provide documentation supporting the nonfinancial 
participant data entered on PLUS. In addition, the Corporation was not 
always able to demonstrate that procedures designed to support the 
accuracy of PLUS data were performed. Without proper supporting 
documentation, the Corporation may be unable to demonstrate the 
accuracy of PLUS data used to value the Corporation’s liability for 
terminated plans. 

This reportable condition and related recommendations are discussed 
further in the Pension Benefit Guaranty Corporation Inspector General 
Report No. 94-6/23079-I and as updated in its report No, 95-5/23083-l. In 
our report (GAOAIMD-M-KH), we concurred with the Inspector General’s 
recommendations and recommended that the Corporation implement 
them. The Corporation agreed with the recommendations but its intended 
corrective actions had not progressed sufficiently to prevent the 
documentation weakness identified by the audit. 

In addition to the material weaknesses and reportable condition described 
in this report, we noted other less significant matters involving the 
Corporation’s internal control structure and its operations which we will 
be reporting separately to the Corporation’s management. Similarly, in 
addition to the material weakness and reportable condition described in 
Pension Benefit Guaranty Corporation Inspector General Report No. 
95-5/23083-l, other less significant matters related to the Corporation’s 
internal control structure over its liability for future benefits on terminated 
plans will be reported separately to management by the Corporation’s 
Inspector General. 

Compliance With Our tests of compliance with significant provisions of selected laws and 

Laws and Regulations 
regulations disclosed no material instances of noncompliance. 

Agency Comments 
and Our Evaluation 

Commenting on a draft of this report, the Corporation’s Executive 
Director agreed with our findings. The Executive Director’s written 
comments, provided in appendix IV, discw the Corporation’s ongoing 
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efforts to address the internal control weaknesses and respond to our 
previous recommendations. We plan to monitor the adequacy and 
effectiveness of these efforts as part of follow-up audits of the 
Corporation’s fiancial statements. 

Charles A Bowsher 
Comptroller General 
of the United States 

Y 

February 15,1995 
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Appendix I 

Objectives, Scope, and Methodology 

The Corporation’s management is responsible for 

l preparing the annual financial statements of the two funds in conformity 
with generally accepted accounting principles; 

. establishing, maintaining, and assessing the internal control structure to 
provide reasonable assurance that the broad control objectives of F’MFLA 
are met; and 

l complying with applicable laws and regulations, 

We are responsible for obtaining reasonable assurance about whether 
(1) the Corporation’s financial statements are reliable (free of material 
misstatement and presented fairly in conformity with generally accepted 
accounting principles) and (2) management’s assertion about the 
effectiveness of internal controls is fairly stated in all material respects 
based upon the control criteria in GAO’S Standards for Internal Controls in 
the Federal Government required by the Federal Managers’ Financial 
Integrity Act. We are also responsible for testing compliance with 
significant provisions of selected laws and regulations and for performing 
limited procedures with respect to certain other information appearing in 
this financial statement. 

In order to fulfill these responsibilities, we 

I examined, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements of each of the two funds; 

l assessed the accounting principles used and significant estimates made by 
the Corporation’s management; 

. evaluated the overall presentation of the financial statements, 
9 obtained an understanding of the internal control structure related to 

safeguarding assets, compliance with laws and regulations including 
execution of transactions in accordance with budget authority, financial 
reporting, and assessed control risk; 

l tested relevant internal controls and evaluated management’s assertion 
about the effectiveness of internal controls; 

l tested compliance with selected provisions of the following laws and 
regulations: the Employee Retirement Income Security Act of 1974, as 
amended, and the Chief Financial Officers Act of 1990. The provisions 
selected for testing included, but were not limited to, those relating to 
. benefit guarantees and financial assistance; 
9 the availability of, accounting for, and use of funds; 
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. the preparation and issuance of financial statements and management 
reports, and 

. premiums and the assessment of related interest and penalties. 

We also conducted tests of compliance with the Anti-Deficiency Act that 
were limited to comparing the Corporation’s recorded payments to related 
authorized limitations on certain payments and appotionments. 

In fulfilling our responsibilities, we have relied on audit work performed 
by an independent public accounting firm under the direction of the 
Corporation’s Inspector General. The scope of this work, performed in 
conjunction with our audit, included an audit of the Corporation’s 
liabilities for future benefits on terminated plans and related losses, 
expenses, and cash flows, as well as related internal controls and 
compliance. We worked with the Inspector General to establish the scope 
of the work. We reviewed the work and concur with its scope, opinions, 
conclusions, and recommendations, which are presented in Pension 
Benefit Guaranty Corporation Inspector General Report No. 95-5/23083-l. 

We did not evaluate all internal controls relevant to operating objectives as 
broadly defined by F+MFIA, such as those controls relevant to preparing 
statistical reports and ensuring efficient operations, We limited our 
internal control testing to accounting and other controls necessary to 
achieve the objectives outlined in our opinion on management’s assertion 
about the effectiveness of internal controls. Because of inherent 
limitations in any internal controI structure, losses, noncompliance, or 
misstatements may nevertheless occur and not be detected. We also 
caution that projecting our evaluation of controls to future periods is 
subject to the risk that controls may become inadequate because of 
changes in conditions or the degree of compliance with contiols may 
deteriorate. 

Our audit was conducted pursuant to provisions of 31 U.S.C. 9105, as 
amended, and in accordance with generally accepted government auditing 
standards. We believe our audit provides a reasonable basis for our 
opinions. 
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Financial Statements 

Statements of Financial Condition 

PENSION BENEFIT GUARANTY CORPORATION 
STATEMENTS OF FINANCIAL CONDITION 

Single-Employer 
Program 

September 30. 
(Dollurr in millionsI I994 1993 

lbscb 
Cash and cash equivalents $ 627 $8 313 

Investments. at market (Note 3). 

Fixed maturity securities 4,690 5.644 
Equity securities 2,416 1.412 
Real estate 66 aa 
Other 56 209 
Total investments 7,230 7,553 

Receivables, net: 

Sponsors of terminated plans 172 65 
Premiums 37 32 
Sale of securities 32 29 
Lease receivable 80 75 
Insurance companies 0 6 
fnvestment income 60 45 
Other 40 53 
Total receivables 421 305 

Furniture and fixtures, net 3 I 
Restricted assets (Note 7) 0 95 

Total assets $6.261 58.257 

The a~~~mpa~tne notes are an rntewal part of these iinancial natcmentr 

Multiemployer Memorandum 
Program Total 

September 30. September 30. 
I994 1993 1994 1993 

s 22 s 19 $ 449 S 332 

349 3&l 5,039 6.228 
3 2 2,421 I.414 
0 0 66 aa 
0 0 56 209 

352 386 7,582 7.939 

0 0 I72 45 
0 0 37 32 
0 0 32 29 
0 0 80 75 
0 0 0 6 
4 2 64 47 
0 0 40 53 
4 2 425 307 

0 0 3 I 
0 0 0 95 

$376 5407 $6,659 58.674 
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PENSION BENEFIT GUARANTY CORPORAlION 
STATEMENTS OF FINANCIAL CONDITION 

Single-Employer Multiemployer 
Program Program 

September 30. September 30 
(Ddlws in milfiins) 1994 1993 1994 1993 

ueblutlea 

Present value of future benefits, 
net (Note 41. 

Trusteed plans s 7,814 s 8.655 s 10 s I3 
3krninated plans pending trusteeship 175 411 0 0 

Claims for probable terminations 1,166 1,627 0 0 

3btal present value of future 
benefits. net 9,215 10.693 IO 13 

Present value of nonrecoverable future 
financial assistance (Note 51 I64 I IO 

Claim on contingent valuation 
rights (Note 7) 0 % 0 0 

Unearned premiums 229 M7 7 8 
Accounts payable and accrued 

expenses (Note 61 77 168 0 0 
Commitments and contingencies 

(Notes 7.8. and 171 

Total liabilities 9.521 Il.144 I81 131 

Nd poaltlon ll.24ol (2.B971 

Total liabilities and net position $8,211 $8.267 

I97 276 4 1.043) (2.621) 
$374 5407 $8.659 S8.674 

Memorandum 
Total 

September 30. 
1994 I993 

s 7.884 58.668 
I75 411 

1,166 I.627 

9,225 IO.706 

I64 II0 

0 96 

236 215 

77 168 

9,702 Il.295 

The accompanying *MeS are an inte~at pat of these financial statemnts 
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PENSION BENEFIT GLJARANIY CORPORATION 
STATEMENTS OF OPERATIONS AND CHANCES IN NET WSITlON 

UnderwIltIng: 
Income: 

Premium income (Note IO) 
Other income (Note I I ) 
Total 

Expenses 
Administrative expenses 
Loss on contingent valuation 

rights (Note 7) 
Total 

Other underwriting actiwty: 
Losses from completed and 

probable terminations (Note 121 
Losses fmm financial assistance (Note 5) 
Actuarial adjustments (Note 4) 
Total 

Underwriting income (loss) 

FlMnclPI: 
Investment income (loss) (Note 13): 

Fixed 
Equity 
Other 
Total 

SingleEmployer 
Prowam 

Multiemployer 
Piwram 

Memorandum 
Total 

September 30. 
I994 1993 

September 30. September 30. 
I994 1993 1994 1993 

$ 955 S 890 
42 38 

997 928 

I25 97 

0 96 
125 193 

(2491 743 

(1151 7 

064 750 
I.236 1151 

(490) I .465 
74 150 
36 (77) 

-- I.538 

EKpenses. 
Investment expenses 
Actuarial charges (credits) (Note 4): 

Due to passage of time 
Due to change in interest rates 

Total 

IO IO 

560 549 
(l.57ll I.124 

f6Oll I.683 
Financial income (loss) 

Net income [loss) 
421 (1451 

I.657 (1601 

Net position, beginning of year f2#97l (2.7371 276 169 

Net position. end of year &1.240) 5(2,897) $197 $276 $(l,O43) $12,621 I 

S 23 S 23 
0 (1) 

23 22 

0 0 125 97 

0 0 

0 0 

$ 978 $ 913 
42 37 

I .a20 950 

0 96 
125 193 

0 0 (2491 743 
57 20 57 20 
(II 0 (116) 7 

56 20 4306) 770 
(33) 2 1.203 (131 

(461 to7 
0 0 
0 0 --- 

WI 107 

0 0 

I I 
(1) I 

0 2 

(46) 105 

(79) I07 

(536) 1.572 
74 I50 
36 177) 

(426) 1,645 

IO 10 

561 550 
(1,372) 1.125 

(1011 1,685 
37s 1401 

1.576 1531 

(2.621) 12.568) 
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PENSION BENEFIT GUAJWNTY CORPORATION 
STATEMENTS OF CASH FLOWS 

Single-Employer 
Program 

September 30. 
(DotIm in nilhs) I994 1993 

Operating ktlvltkr: 

Premium receipts $l.Qoa $907 
Interest and dividends received. net 347 266 
Cash received from plans 

upon trusteeship 66 9 
Receipts from sponsors 33 66 
Other receipt5 25 0 

Receipts of lease receivable 5 130 

Benefit payments-trusteed plans (49% 05571 

Purchase LTV stock rights 0 (501 
Payment of LTV Contingent 

Valuation Rights (96) 0 
Financial assistance payments 

Payments for administrative 
and other expenses (1241 (105) 

Net cash provided by operating 
activities (Note 16) 571 566 

lnvestlllg ActMtles: 

Proceeds from sales of investments I I .oa4 2,972 

Payments for purchases of 
investments (I 1,211) (3.4631 

Net cash used in investing activities (HI71 (491 I 
Net increase in cash and 

cash equivalents 314 75 
Cash and cash equivalents, 

beginning of year 313 238 
Cash and cash equivalents, end of year $ 627 s 313 

The acumpanyin( nties are an integral pan of that Anaxial statements. 

Multiemployer Memorandum 
Program Tatal 

September 30. September 30. 

1994 1993 1994 1993 

$ 23 $23 $ 1,031 s 930 
9 12 355 278 

0 0 66 9 
0 0 33 66 
0 0 25 0 
0 0 5 130 

12) (2) (6951 (459) 

0 0 0 m 

0 0 t-6) 0 
14) (41 (41 (41 

0 0 I1241 (105) 

25 29 596 595 

270 25 I 1,294 2.991 

lZ92) 144) (I 1.573) (3,507) 
IW (I91 I2791 t5w 

3 IO 317 a5 

I9 9 332 247 
$ 22 $19 $ 449 S 332 
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NOTES TO FINANCIAL STATEMENW 
programs are separate entities by law and, therefore, are 
repotted separately. 

SEWEMBER 30,1994 AND 1993 

NOTE1 -ORGANIZATION AND PURPOSE 

The Pmsioo 8meflt Guaranty Corporation IPBGC) is a 
h3ikYal mrporatbn created by me w d the Employee 
Jtetirement lnmme sswity M  cd 1974 lEltlSA~ and subi! to 
the pmvisbns d the Government Corporation Control Act. 
Ik #fivities are deRned in ERMas amended by the 
Muitlempbyer Rnslon Plan Amendments&t d 1980. the 
Singly-Employer Pension Pian Amendments M  oll986. and 
the Pension Prot&on Ad of I987 7he Corporation Insures 
pensions, within statutory Ilmlts. of participants in covered 
sk&-cmpbyet and multkmpbyer defined benelh pendon 
plans that meet the criteria specified in Section 4OH of ERISA 
Subsequent to fkcal year 1994. the Retlrernent Pmtealon M  
bezame hr. The act conkins pruvkions to strer&en mini- 
mum funding standards and phases oui the cap on v&b&ate 
premiums paid by underfunded de%& knellt pension plans 

ERISA rquins that the PBGC programs be self-ftnanc- 
ing The Corporation Anances its operations through premi- 
ums collected from covered plans. assets assumed from 
terminated plans. cniiWlan of employer liabllltv paymenk 
due under ERISA as amended. and Investment income. In 
addition. PEXX may borrow up to Sl Ml million from the 
US. Treasury to finance its operations. The Corporation did 
not use this borrowintt authority during the years ended 
September 30.1994, or September 30.1999. nor is use of 
this authority currently planned ERISA prwldes that the 
U.S. Government Is not liable foranyobllgatlon or IlabIlIty 
incurred by PBGC 

Under the stngle-employer program. PBGC Is liable for 
the payment of guaranteed benefits with nqect only to 
underfunded termlnated plans An underfunded pian may 
terminate only if PBGC finds that one of the four conditions 
for a distress termination. as defined in ERISA is met or If 
PBCX im0iuntarily terminates a plan under one of five speci- 
fied statutory tests. The net liability assumed by PSGC Is 
generally equal to the present value of the future knefits 
tinduding amounts owed under Section 4022lcI of ERISA) 
less I I) the amounts that are provided by the plan’s assets 
and 121 the amounk that arc recoverable by WGC from the 
plan sponsor and members of the plan sponsofs cantrolled 
group. as defined by ERISA 

Under the multiemployer program. If a plan becomes 
insolvent, it receives Rnancial assistance from PBGC to allow 
the plan to continue to pay particlpsnts their guaranteed 
benefits Such assistance is mizcd as a loss to the extent 
that the plan is expected to be unable to repay thcx 
amounts from future plan contributions. employer with- 
drawal liability, or investment earnings. 

NOTE 2 - SIGNIFTCANT ACCOUNTlNG POUCIES 

Revdvtq and Trust Funds: PEGC accounts for its slngle- 
employer and multiemployer pwram revolving and trust 
funds on an acprul basis. Each fund is charged a pro rata 
wtbn d the benefits paid each year. The nvolvin~ and trust 
funds have been combined for presentation purposes in the 
financial statements The single-employer and multiemployer 

ERISA provl&s forthe establishment of revoMng lunds 
to be used by PBGC ‘in canyine out its duties.” The revolving 
funds support the administrative functions of PER% and fund 
any d&r&s incurred by PBGC in trusteeing plans or providing 
financial asslstanoe. Premiums cniiected from ongoing plans 
are accounted for through the K&&Q funds. The Penslon 
Protection M  of 1987 created a single-employer rmolvtng 
fund that is credited wlth all premiums In excess of $&So per 
participant. including all penalties and Interest charged on 
theseamounts. and investment income. This fund may not be 
used to pay PE!GC’s admmistrative costs or the benefits of any 
plan terminated prior to October I, 19B. unless no other 
amounts am availabk. 

The trust funds reflect amounting activity assoclated 
with: i I ] trusteed plans-plans for which PBCC has legal 
mspnnsibility, (2) plans pending trusteeshipterminated 
plans for which PEiGC has not become legal trustee by fiscal 
yearend, and 131 probable terminations-plans that P8CC 
determines are likely to terminate and be trusteed by PBCC 
PBCC annot exercise legal control over a plan’s assek until 
PffiC becomes trustee. which may be several years after the 
dateof plan termlnatlon 
AllocatJon d Revolving and Trusr Funds: Revolving and trust 
fund asse%. Ikblllties. earnings and expenses are allocatsd to 
each prcgram’s revchina and trust funds to the extent that 
such amounk are not directly attributabla to a spedhc fund. 
Revolving fund earnings are allocated on the basis of each 
program’s average cash available for investment during the year 
whik the expenses are aliocated on the basis of each programs 
present value of future benefits. Revolving fund aszts and 
lbbilltks are allocated on the basis of the yearend equity of 
each pcogram’s revolving funds. the plan assets acquired b 
FBGC and cummingled at PEWS custodian bank are credited 
dir&y to theappopriate fund while the eamlngs and 
expenses on the commingied assets are allocated to each 
p-ml trust funds on the basis of each tmst funds value. 
relative to the total value of the commingled fund 

VaIuatIon Method: Consistent with generally accepted 
amunting principles outlined in Statements of Financial 
Aopunting Standards Nos 35 and 60. PBGC reports its 
aaek and Liabilities at fair market value. A primary obIective 
of PBcc’s flnsncial statements is to provide flnancisl infor- 
mation that is useful In assessing F%xs present and future 
ability to ensure that defined benefit beneficiaries receiw 
bentilts when due PBGC beheves that measuring its assets 
and liabilities at fair market value provides the most relevant 
infomration to the reader. 
Investment Valuation and Inmme: fair market valws are 
based on the last sale of a list& security. on the mean d the 
“bid-and-asked” for nonlisted securities, oron a valuation 
model in the case of fix&income securities that are not 
actively traded These valuations are determined as of the 
end ofeach fiscal year. Purchases and sales of securities are 
~corded on the trade date. investment tnrome is accrued as 
earned Divldend income 1s recorded on the @x-dividend 
date Realized atns and losses on sales of investments are 
calculated using an average cost basis. Any increase or 
decrease In the market value of a plan’s assets occurring after 
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the date on which the ptan is terminated must. by law, be 
credited to or suffered by PBGC (see Notes 3,4 and 131. 
Cash and Cash Equlvalena: Cash lnctudes cash on hand and 
demand depots. Cash equivalents are securities with a 
maturity of one business day 
Sponsor of Terminated plans, Receivable% The amounts 
due fmm sponsors of tennlnated plansor members d their 
contmllcd group represent the settled claims for employer 
liablllty lunderfundingss of date of plan termination] and for 
contributions due their plan less an allourance for uncol- 
lectible amounts. Any amounts expected to be reoaived 
beyond one year are discounted for time and risk factors 
Some agtecmcnts between PRGC and plan sponsors provide 
for contingent payments based on future profits of the spon- 
sors Any such future amounts reatifed will be reporled in the 
period in which they accrue or am reosived 
Ptemtums: Premiums receivable represent the earned but 
unpaid portion of the premiums for plans that have a plan 
ycat commencing before the end of PBGC’s fiscal year and 
past due premiums deemed colkctlble. lncludlng colkctlble 
penalties and interest. Unearned premiums represent an es& 
mare of payments nxelvcd durlag the fiscal year that COvet 
the portion of a plm’s year after the Corporation’s fiscal 
yearend. Premium income reptesenn revenue pnerated from 
self-assessments nnived fmm defined benefit pension plans 
as required by llth Iv of ERM. 
Rcsertt Value d Future Be& (PVFB): The PVFE is the 
estimated lbbllity for future pension beneftts that PBGC is or 
will be obligated to pay with respect to trusteed plans and 
terminated plans pending tfusteeship. This Ii&My Is stated 
as the actuarlat present value d estimated future beneflts less 
the present value of estimated moxeries from sponsors and 
the assets of terminated plans pending trusteeship. For finan- 
cial statement puqxxes. the estimated liabilities (net of.&- 
mated recoveries and assets1 attributable to probable future 
plan terminations are also included in the PWt3. To measure 
the actuarial present value. PBCC used assumptiins to adjust 
the value of those future payments to reflect the time value of 
money Iby discounting] and the probability of payment (by 
means of decrements. such as for death or retirements. PEKX 
also included anticipated espenses to settte the benefit obtlg- 
ation In the determination of the WFB 

I1 I lhtdad Pfras-represents the present value of future 
payments of benefits less the present value. of espacted 
recoverits. for which an agreement has not been 
reached, from sponsors of plans that harr terminated 
and been trusteed by PffiC prior to fiscal yearend 

121 Tmmha~d Purrs pcdrnl TmstA+rqrexnts the 
present value of future payments of benefits less the 
plans’ net assets at fair market value antklpated to be 
received and the present value of expected recwerks, 
for which an agreement has not been shed. from 
sponsors of plans that have terminated but have not 
been trusteed by PBGC prior to fiscal yearend. 

13) Nd Cklmr p RpkMc Tmbwtbntincltides estimates 
of the losses, net of plan assets and the present value 
of expected recov%ies from sponsors. from plans that 
were expected to terminate bastd on the occurrence of 
an idcntlfiable went by fiscal yearend aad the expecta- 
tlon that the distress tests will be met or PBGC Itself 
will seek termination of the plan 

Benefit payments to partkipants of pension plans 
trusteed bp PBGC. or that arr termlnatcd and pending 
trusteeship. represent a reduction to the PVFB (see Note 4) 

FWseM Value cd Nonmxrvembk FutuR Flnandal &&stance: 
In acwrdan~ with lltle IV of ER- PBGC provides financial 
assistant to multiemployer plans. In the foorm of loans. to 
enable the plam to pay guaranteed beneflts to participants 
and reasonable admlnistratiw expenses These loans. in 
eathange for interest-beariN promissory notes. constitute an 
obHgatlon of each plan 

The ptvwnt value of nonrecoverable future flnanclal 
assistance represents the estimated nonrecoverable 
payments to be pnvkkci by PBGC in the future to multlem- 
ploycr plans that will no,t be able !o meet their future benefit 
oblluatkns. The present value of nonrecoverable future 
financial assistance is based on the difference between the 
pmcnt valued future knefits and the market value of plan 
assets. including the present value of future amounts 
expected to be paid by employers. for those plans that an 
expected to require future assistance The amount nfkcts 
the rates at which these liabilities could be settled in the 
market for singIt-pmlum nonparticipating annuities issued 
by prtvatc insurers (see Note 5) 

Losses hm Completed and Probable Terminations: 
AmOunts repotted as losses from completed and probable 
terminations in the Statements of Operations and Changes 
In Net Position represent the difference as of the date of plan 
tennlnatlon between the present value of future benefits 
(incfudlng amounts wed under Section 4022(c) of ERISAJ 
assumed. or expected to be assumed. by PBGC. less related 
plan assets and the present value ofexpected recoveries 
from sponsors {see Note 121 

Actwdal Mlustmenm and Chm: Actuarial adjustments 
related to chawes in m&hod and the efka of experience are 
classtfied as underwriting activity. Actuarial charges rctatcd 
to changes In intend rates and passage of time are classi- 
fied as financial activity. These adiustments and charges 
represent the change in the WFB that results from applying 
actuarial assumptions In the cakulation of future benefit 
Iiabilttl~ (see Note 4). 

DepreclatiM1: Rpreciation of PBCC’s furniture and quip 
ment is cakulated on a straight-line bmjs over the estimated 
useful lives d the assets. The useful lives range from 5 to 10 
years. Routine maintenance repairs and leasehold lmprove- 
ments (the amounts of which are not material) are char& 
to operations as Incurred 

Other: Certain items on the 1993 financial statements have 
been ~&s&d to conform with present year classifications. 

7 
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NOTE?- MVE!T?TMENTS 

Premium mcclpts att invested in securltles Issued by The basis and market valucof the Investments Hype 
the US Government. are detatkd b&w. ‘the t&s lndbted I5 cost d the asset if 

The trust funds tnclude assets PBGC x&es 01 
apects to aquim with respect to terminated plans and 

acqttlrad after the date of plan tcrmlnatlon of the matket 

investment income thereon lhese assets gancrally are held 
value at dated plan tetmlnatbn If the asset was acquired as 

by custodian banks 
a muh da plan’s termination 

INVESTMENTS OF SINGLE-EMF’LDYER REVOLVlNG FUNDS AND UNCLE-EMFWYER TRUSlFED MNS 
(Ddbn iI4 aitkmlJ 

-%Y 
““72 3. 

Market 
Y  YE2 earls vatue 

Fkd matwily secuitis 
US. Oovammmt rauritich 84w 84.409 54,104 $3.333 
Commwcial  DaoFl 1 I I 1 
colpcuae bona n 10 45t 490 

SUbtCtd cm 4AW 4.5% 3.w 

25 a9 42 43 

81.100 Sl#ZW S5,PIT $7.>53 

INVESTMEHIS OF MULl lEMPUrrm UEVOLVING FUNDS AND MULI IEMPL4VER TRUWEED PLANS 
IMlwt II mlh) 

-c”- 
Scpcmkr 30, 

tw3 
Merkat Mm-kl 

m  ml99 BadS value 
Fked mnuriry searicier: 

us Gwemmt ecuntle5 m9 en $279 $?E3 

corpxaccbmds e 0 I I 
5ubcotat 159 349 lm 3M 
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NOTE 4 - PRESENT VALUE OF fW?l.fRfZ BfZNEFfTS 

The followlng table summsrkes the actuarial adiust- 
men&. charges. and credits that explain how the 
Corpomtton’s singltemployw program IlabilIty for the 
pnxent value of future benefit5 charyed for the years ended 
Scptcmter 30.1994 and 1993 

FWX u5cd 5 Wpar wlect itttefcst r5tc of 1.9% 
followed by an ultimate rat5 of 6% for 1994 and a ZO-year 
select interest rate of 6% followed by an ultimate mte of 5 5% 
for 1993. These rate5 were detarrnlned a5 those needed to 
continue to match the survey of insunnce company p&es 
pro&led by the knerlcan Council of ~lfe Insurance IACLI) 

in both years. Ft3GC used tk 63GAM mortality tabk 
wtth margins. pro~ectcd to 1993 by Scale H. PKiC ha5 found 
that this table i5 generalb consistent with it5 experieoce 

For 1994 and I W3. the admlnktrattve expenx 
assumption conrins of f I) an tnltlal ca5e processlng co5.t 
of $10.800 per plan plus $170 par plan participant. both of 
which costs are to be phased out cwcr four years folIowine 
the date of trusteeship; and (2) a flat 1.35 percent of total 
knellt I labWy. PBGC derived this formula from ik own 
experience. 

The present value5 of future beneflts for trusteed multi- 
employer plan5 for 1% and 1993 nflect change5 due to 
kwfit payments, change in interest assumption. p555aea of 
the. and effect of experience. 

The multing tiibility repments PBGCs test eMmate 
at the measwa of anlicipated experience under these 
programs. 

RECONClLMlON OFME PRESENT VALUE OF NTURE IbENEFiTS FOR THE WARS ENDED XPTEMBER 30.1994 AND I993 
Kldkft*WldiiM1 

s@ulember 30. 
IW4 1993 

Page 23 GAWAIMD-95-83 Pension Benefit Guaranty Corporation 



Appendix II 
Financial Statements 

Ml&t 
3asis vslue 

$26 $26 
45 46 
25 2s 
26 IS 
IO II 

Net Claims fo# Probable Teminadone Factors that are benefit liabilities associated with certain prewously terml- 
presently not fully determinable may be responsible for these nated plans 
daim cstimatesdifferi~ from actual upericnce. lnduded in The values recur&d In the following reconciliation table 
net claims for pmbable terminations is a provision for iuture have been adjusted to the expected dates of termination. 

RECONClLUllDN OF NET CLAW FOR PROBABLE TERMINAllONS 
Ibfhrr 1” mlbmel 

$1.U7 

1461 I’ 
$l.l66 

S I .027 

da)’ 
51.627 
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NOTE)- MULTIEhtPLOYER FlNANClALASSlSTANCE 

Financial assistance is granted to multlempl~r 
deRned benefit pension plans m  the form of loans. An 
allowance is set up to the extent that repayment of these 
loans is not expected. 

NOTES REcElvA6LE 
MULTIEMPLOYER FMANClAL ASSISTANCE 
(odbn * dims) 

kp’mk %93 1994 
Cross belance at bzeinnine d year s 18 s 14 

Financial assastance paymenI*- 

Nne”f par 4 4 

Subtotal 7 - IS 
Allavsnce for uncollectible mmnts 1211 L LSI 
N.3 balance at end of year 3-r - SO 

The losses from financial assistance reflected in the 
Statements of OperaDons and Changes in Net Position 
include annual chanqs in the estimated pAsent value of 
nonrecoverable future financial assjstance and assistance 
granted that was not previously accrued 

PRESENT VALUE OF NONRECOVERABLE FUTURE FlNANCfAL 
ASSISTANCE AlYD LOSSES FROM FlNANClM &SiSTANCE 

NOTE6- ACCOUNTS PAYABLE AND ACCRUED 
EXPENSES 

The following table itemizes accounts payable and 
accrued expenses reported in the Statements of FJnanclal 
Condition: 

ACCDUN’IS PAYABLE AND ACCRUED EXPENSES 
(ndh ia ndhq 

scptcmbel30 
1994 lW3 

Ixlc for purcharr of SeC”rtll.5 02 SIU 
Annual leave 3 2 

Other payables and accrued expenses 52 22 

&xounts paqablc and accrued expenses - Tizi $77 

NOTE 7 - l l4E LTV CORPORATION 

on ~nuay I. I w I. the restoration of thne LTV Steel 
Company, [DC. plans that we* the subiect of a IPPO Supnma 
Court case was finally implemented. followi~ a dlstrlct court 
order enbrd~ the Supmme Court’s declslon. 

On June 28.1993. LTVemerged from bankruptcy. 
PE!Cc’s settlement wvlth LN and LlVs maior creditor gmups 
pmvldad fat sn initial $2 billion infusion of funding by LN to 
its mstorcd pension ptans and elimination of the Fcmaining 
underfundi~ over 28 years In the settlement. PBGC a#ned 
to pmvide contln(ent value rights (CVRs) to all creditors of 
Llv Steel who recelwxl common stock of the reorganized 
entlty. Under theseCVl?s. PBGC agreed to pay the CVR hold- 
ers up tow.25 mllllon. depending on the average market 
price of LIVs common stod: during the 20 trading days 
immediately preceding December 23. 1993. As anticipated in 
iast yeafs annual report. the actual average trsding prke was 
such that PBCiC was required to pay the full S%.25 million. 
of which $13.75 mill ion went to the restored plans. The full 
596.25 mill ion had baen awued as a loss as otSapt?mbsr 30. 
1993. PBGC had purchased an equivalent face amount of 
eovemment abligations. with a carrying amount of 
$95 million, which were reflected as restricted ass& at 
September 30.1993. These festticted assets were used to pay 
the CVR holders durlw Fiscal year 1994. 

In return for the CVRs. LN provided PBCC with stock 
appreciation rights (SARs). under which PBGC was to reocive 
shares of LN comnmn stc& with an aggregate value equal to 
the amount by which the averqje prke of L7V’s common 
stock over the 20 trading days lmmedlately preceding 
June 28. 1994. exeeded SI8.W. Because thls aver- trading 
price dld not exceed Sl8.00. PffiC received no payment with 
respect to the !3Al?s PEGC also receiwzd two 2&year zero 
coupon bonds. with face amounts of $454 mill ion and 
$270 million. respectively, In settlement of it5 claims with 
respea to receivables lmm the restored plans and the under 
fundine In the Republic Retirement Plan. 

In addition, on tune 28. 1993. PECK paid LN 
$50 mill ion far the rleht to receire $54 3 mill ion of LN 
common stock one year later. LTW contrlbutcd the S50 mill ion 
proceeds to the restored pension plans. On June 28. 1994. 
PBGC receind 3.3 mill ion shares of LN common stoct worth 
554.3 mill ion at the thencummt market price. ~sof 
September 30. 1994. PBCC had sold 3 mill ion of these shares 
lor S M  mill ion 

NOTE 8 -CONTINGENCIES 

There are a number ol Iare single-employer plans that 
may terminate In addition, them as some multiemployer 
plans that may nqulre futun financial assistance. The 
amountr disclosmi below represent the Corporation’s best 
estimates @en the inherent uncertainties about these plans. 

PKK estimates that total unfunded vested benefits on 
termination of single-enployn ptans that represent reason- 
ably possible losses as of September 30. 1994. is appmsi- 
matelySl8 billion. The estlmatc has been cakulatedas In 
ptiow years by using data obtained from coqmate annual 
reports for fiscal years endlng In calendar 1993. The value 
reported for Iiabillties has been adJusted to the December 31, 
1993. PBCC select interest rate of 5.65%. When available. 
data has lxen adjusted to a con&tent set of mortality 
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assumptions. Plans not msured by PffiC have been elimj- 
nated from the data. Since these figures are generally based 
on the reporting requirements in the Financial Accounting 
Standards Roar&s Statement of Financial Accounting 
Standard W87 [‘Employers’ Accounting for PensIons*). no 
pmision has been made for the possible failure of the plan 
sponsor to make subsequent mncrlbutions or for plan liabili- 
ties that would be incurred after that date. The total under- 
funding in sinple~employer plans is estimated at $71 billion 
asof December31. 1993. 

PECC has included amounts in the liability for 
the present value of nonrecoverable future financial assis- 
tance lsee Note 5) for mulrlemployef plans that PflGc esti- 
mates may require future financial assistance In addiHon, 
PffiC currently estimates that it is reasonably possible that 
other multiemployer plans may require fuuture financial assis- 
tance ranging from 545 million to Sl45 mlllion 

The future flnanclal assistance liability for each 
multlemployer plan Identified as probable or reasonably 
possible was calculated as the present value of future bene- 
fit and expense payments as of the later of September 30. 
1994. or the proi-xtad (or actual. if known) date of plan 
insolvency, discounted back to September 30. 1994 using 
interest only. The Corporation’s identification of plans that 
are likely to require such assistance and estimation oi 
related amounts requite consideration of manycomplen 
factors These factors are affected by future events. including 
actions by plans and their sponsors. most of which are 
beyond the Corporation’s control. 

A select and ultimate interest rate assumption of 7.9% 
for the first 20 yeap5 after October I. lW4. and 6% thereafter 
was used. The 83CAM loaded mortality table projected to 
1993 using Scale H also was used. 

NOTE 9 -COMMITMENTS 

PBGC leases its office facility undera commitment chat 
began on December I I, 1993, and expires December IO. 
2008 The lease provldcs for periodic rate increases based on 
increases in operating costs and real estate taxes over a base 
amount. The minimum future lease payments Ioroff~ce fadli- 
ties having noncancellable terms in excess of oneyearat 
September 30. 1994. are as follows 

COMMITMENTS: FUTURE LEASE PAYMENTS 
tcdt4m I” Sll8oml 

Lease expenditures were 59.2 million in 1994 and 
55.6 million in 1993 
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NOTE IO - PREMIUMS 

For both the single-employer and multiemployer 
programs. ERISA provides that PBGC shall continue to guar- 
antee basic beneflts despite the failure of a plan administra- 
tor to pay premiums when due. PBGC assesses interest and 
penalties up to IO0 percent for late payment or underpay- 
ment (see Note I I). Premiums for the single-employer 
program are S 19 per participant for a fully funded plan. with 
an underfunded plan paylw an additional variable-rate 
charge OF up to $53 per parttcipant based on fundlw levels. 
On December 8, 1994. thr Retirement Protection Act was 
signed into law. This act pmvldes for the phase-out of the 
$53 cap on the variable-rate charge over three plan years. 
etfective for plan years mmrnenclng on or aRet luly I. I W4 
The multremploycr premium is $2.60 per participant. 

NOTE L I - UNDERWRITING: OTHER INCOME 

UNDERWRITlNG: OTHER INCOME 
(M(lrrr I” rniliiml 



Appendix Ii 
Firmwial Statements 

NOTE I2 - LOSSES PROM COWL&ED AND 
PROBABLE TERMINATIONS 

Amounts npted as lassos an2 the present value of 
future beneftts (m&ding amounts owed under 
Sedan 4022lcl) less related plan assets and the present 

value d expected recwwles from sponsors. The folIowIng 
table details the components that make up the losses: 

LOSSES FROM COMPLETED AND PllO8AEGE lZRMlNKllONE-UNCLE-EMPLOYER PRo(jRM 

NOTEl3- FINANCIAL INCOME 

RNANCUL INCOME 
Itis&R i mihnl 
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Appendix II 
Financial Statements 

NOTE I4 - PRESIDENT’S BUDGET 

The Chief Financial Office<s Act of 1990 mandates the Position to selected budgetary accounts - obllgatloas. 
preparation of a reconciliation to the Bud@. The reconcilia- budget authority. and outlays - wpwted in the prognm and 
tion adiuas the ofwatlng expenses as reported in the Fiscal financing KQ)unts as actual lor Rscal Year I994 In the 
Year 1994 Statements of Operations and Changes In Net PresidentE Fiscal Year 19% &&et. 
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Financial Statements 

NOTEIS- EM’LOYEE BENEFIT FUNS 

All permanent full-time and part-thne PBCC employees 
arc covered hy theCivil Service Retkment System (CSRSI or 
the Federal Emplows Retirement System [FEltSI. Full-time 
and part-time employees with less than five years sewlce 
under CSRS and hired after December 31, 1983. are outomatt- 
tally cow4 by both Social Security and FERS. Employees 
hirod before fanuary I, 19.34, partlclpate In CSRS unless they 
ekcted to transfer to FERS by fune fp. L9.38 

The Corporation’s amtribution to the CSRSplan equals 
the 7 percent d base pay contributed by employees -red 
by that system. For those employees covered by FERS. tht 
Corporation’s contribution was 13.7 percent of base pay for 
1994 and 1993. In addition. for FERS-cwered empkyeea. 
PEGC automatically contributes I peraPt of base Pay to the 
employee’s Thrift Savings account, matches the first 3 percent 
mntributed by the employee. and matches onehalf of the 
next 2 percent contributed by the employee. Total retirement 

plan expenses amounted to $5 million and St million in 1994 
and lW3. respectively. 

These Ananclal statements do not refkct CSRS or FERS 
assets. accumulated plan beneffts. or any unfunded phn 
liabilities applkabk to PBCC employees. These amounts 
are reported by the U.S. Offfce of Personnel Management 
fOpM] and are not albcated to the individual emplayers. 
OPM acccunts lorfederal health and tlfe insurance programs 
for those rethed PBCC elt&+e employees who had selected 
federal gowzmment-sponsored plans. PBGC does not 
offer other supplemental health and life insurance benefits 
to Its employees. 

NOTE 16 -CASH FLOWS 

The following is a reconciliation between the net 
income (loss) as reported in the Statements of Operatlons 
and Changes In Net Position and net cash provided by oper- 
atlrq actlvhies as reported in the Statements d Cash Flows 

RECONCIUATION OF NW INCOME (LOSS) TO NETCASH PROVIDED BY OPERATING ACftVlllES 
FOR ‘THE YEARS ENDED SEPTEMBEB HI.1994 AND 1993 
(wbsin.dhm) 

y@-~@-~v+ MultkmployTr 

So 

4% 
22 

IO7 

0 

3 

2a 107 

NOTE 17 - UTIGATIQN 
PBtiC records as a liability on its financial statements 

an estimated cost for unresolved liti@hxr to the extent that 
losses in such cases are probable and estimable In amount. 
PffiC estimates that reasonably possible Io5ses of up to 
$3130 milllon could be incurred in the event PBGC does not 
prevail In such matters. 
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Appendix III 

Management’s Report on Internal Controls 

Pension Benefit Guaranty Corporation 
lz!!mE lUWJKStrut, N.W., Wasbingm. D.C. 2000543026 

H!!M MANAGEMENT R&PORT ON INTERNU CONTROU3 

PBGchzuMMgdnganOoialamtrolp~amthpt~ aamntiag and 
adminlstrptin cantrob, and auurw thatPBGcmsn*pcmentbinwlvedlnasswsiag 
tbtadsqrueyof~oCialernrlcontralin~a~~thrOmcld 
Management ad Bud+ (OMBI guidance. The Gqoration uses m audit foUow-up 
pqgramfortrackingawd.it~andrecomawQtlolrs bythGeneralAccoun&g 
Office (GAO) amI PBGC’s Offb of impedr General (OIG). This audit Mow-up 
prgnmnq-= w=agmattorwxjnmdpmmptlytoaurtcormncad*tioas 
contpinedinreportsitwuedbybotbintcmalandexwnalau&tors. AddItiona&, 
PBGChasanactivecmbactawditprogram. 

PBGC’s M amgemmttZow4rdCoarmftt#irabodydsador~ 
Reeves that cowsiders md makes m toDeputyExea~U~e 
Dire&m and the Executive Directs on policy, aqorat+wide ~SWY, identukd 
lwtcrndcmtrol . lbwdmeB,wndcritkdprioritymd-detonnhtstwms fi=t4B 
MGcprograms. Thecommi~develoPsandfoIwfirdsrecommendatfonstoDcpldy 
Fmxutive Diredim and the Executiw Dire&or oo policy and operathnal mrttas 
relativetocwqmate~ mMgemMsystcalsiuaocwrdpncewithoMBcLFcolprs 
A-123, A-127 and A-130, the Chief Fhandal officers Act, and the FMFIA. 
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Management’s Report on Internal Controls 

In 1994, the Corporation aggrewively pursued its interaai control review program. 
PBGC mmmgmmt completed 8 internal control and program compliance review6 
aad performed 78 vuluerabiiity -ts covcrfag the major program and 
finandal management systems. Tbe reviews were used to monitor compliance with 
Corporate poiicie and the adequacy of internal controls and techniques. PBGC 
mmtive rmmgemmt actively participated in these internal controi and program 
compliance reviews, aad the PBGC Executive lofommtbn Report was used to 
moaltor performmce against management goals and objectivts. 

Noteworthy achievements in 1994 included a sign&ant reduction in the average age 
of audit recommendations and the preparath~n of a Compendium of L&gal Authority 
Applicable to PBGC, which was used to document and monitor the Corporation’s 
compliance with au laws, rules, and reguiations. In 1994, PBGC management 
worked closely with the OIG to achieve resolution on audit recommendations at the 
point of final audit sport publication. This rapid cmwrrencewasweuwull inthe 
parameters of the 6 mouth standard aiiowed for mwiuthm ia OMB Circular A-58. 
In addition, this enabled the Corporation, on average, to impiemeat audit 
re4mUmendations within 6 muntlls. 

In his semiaunual reporta to the Congress, PBGC’s Inspector Geaerai (IG) nated the 
close cooperation betwten his offke and PBGC managemfmt in ident@lug and 
correcting weakaesses, The IG aiso noted that his ~WW to information was not 
restricted and that there were no umxsoived audit reports (Le., no reports requiring 
additional management decisions). During 1994 PBGC closed 45 open audit 
rmtions and expects to complete 35 of the remaining 43 by the end of 1995. 

Management pckaow~ its rcdpondbiilty For estahiishing and ma&a&18 the 
internal control structure. During the year, managemeat evaluated the Corporation’s 
intemai controls for safeguarding assets against ioss, unauthorized use, and 
misappropriation; assuring that transaction are properly recorded, proceased, aad 
summarized in accordance with generaiiy accepted accounting prindpies and in a 
mrmncx that maintains accouutablliiy for assets; ensuring that programs are carried 
out in accardance with appiic&ie laws and management policy; and, maintainiig 
accountability for assets using the coutroi criteria described in FMFIA and other 
seiectlve laws, w weii a8 fedecai directives. Based on tkat evaluation, management 
believes that the tXtrporation’s intemai controls in efPect w September 30,1994, did 
proride reasonable assuran~@ for safeguarding of assets against loss and executing 
transactions in aazordance with maaPgement authority and SignNit provisions of 
seleaed laws and re@&ns. However, internai controls did not provide reasonable 
assurance that transsctims were properly recorded, pmcessed, and summar&d to 
permit the preparation OF fiiandai statements in acardance with gencraliy accepted 
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Mmegement’s Report on Internal Controls 

acanmting prindples and to maintain accountability tar PSWS pmong funds, 
AlthOUgh tk Corporption iS CMtinUing to tMitf2 prOgnXl hl improving its internal 
controk management adm- that material weaknesses remah, in partick 

l weplmeascs in finnacW S@CLUS and nAted caatrols SUCII  p8 P  lack of integration 
between the Corporation’s primary and sub&Wry &uukal systems, 

l inadequate cimtrols over the Q!smammt of the mukiemployer program’s ltabiiity 
forfutureflnnodal-,and 

l inadequate coutrols over noaftnan~ partidpant data. 

The manqunent of the Corporatb & not aware of any o&r material weaknesses in 
the de&p or operation of the internal contrd structure. Management ia not aware 
of any cllauges in the blternal ContraI structure or otbec factors that might 
slgniflcantly affect the internal controls structure as of the date of this report. 

Mpnnoement bekves the weaknea~ identified above did not materially affti 
PIKX’a llnmdai statants and the Corporation is currently implmnnting 
comctlve adions to addresn Uxse weAneases. There are, however, inherent 
limJtations in the effe!ctiveness of any internal control system, Including the possibility 
ofhumanerrorandthe tir~~~ventlou or overriding of controls. Accordingly, evea 
the mast effectlve iutemal cmtrol system can provide only reasonable assurance with 
IWpCCt t0 ! iQfCgMding Of tMSC!tQ RgQhUlt k4SS9 UUQUthOrizsd USe Oc mhQppl%priQtiOII, 
compliance with lawa Qnd regulations, and f~~artdnl statement preparation. 

?+b+l 9haz 
Martm Slate 
Executive Director 

/: :,JJ &h 
‘/, 17 ( r 

k 
I 

. Anthony Calhoun 
Deputy Executive Director 

and Chief Financial Officer 
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Appendix IV 

Comments From the Pension Benefit 
Guaranty Corporation 

A Pension Benefit Guam C 
m 1200 K Slmd, N.W., Wadrq#m, D.C. m- 

(202) 326410 

ulkedtbEmcutbmuclu 

The Honorable Charles A. Bow&er 
Comptrolier General of the U&ted States 
United States General Accounting OfIke 
Washington, D.C. uM48 

Re: Enancial Audit - Pension BeneM Guaranty Coqtoration’s 1994 aud 
1993 Financid Statemeats 

Dear Mr. Bowsher: 

Thank you Par the oppoddty to -Olly0UrlX!pOftCW4tk 
audit of the Pension Be&It Guarauty Corpo~‘s 1994 and 1993 
fiMncial statements. 

We are gratified that, for the second consee&ve year, PRGC has 
received a “clean” opanion on its flnar&l statements. We are also pat&d 
that PRGC was ratently removed tram the GeneraI Ace Office’s 
“high risk” program. 

The report cites PBGC’s efforts to &ref@en minimum funding 
standards with passage of the Retirement protection Act of 1994 and 
recommends further improvements in our internal ixm&ols. We con4xu In 
these recommeadntions with the Mowing cornme&. 

Pension De&& 

Heeding the warnings fi=om the Cougress, GAO, and others, th& 
Admidstration made it a prldty to addreas the growing problem ot 
pension underfimding. The Retiranent Protection Act of 1994, enacted last 
December, addresses these problems. 
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Guaranty Corporation 

The Eaoorable Charles A. Bowsber 
March 1, 1995 
me2 

The Retirement Protection Act strengthena pension funding 
requirements, requires cumpaoies with underfunded plans to pay their fair 
share for the risk they pose to the insurance system, gives PBGC stronger 
enforcement to&, and ensures that workers and retirees are informed 
about their underfunded pension plans aad PBGC’s guarantees. 

The Retirement Protection Act should eliminate PRGC’s deficit 
within 10 years and raise the funding ratio of pension plans from 60% to 
well over 85% in 15 years. Millions of American workers can rest easy as 
a result of this legislation. 

GAO’s input and interest &n this legislatron was invaluable. We will 
actively monitor the Retirement Pro~ectioo Act’s effect on pension 
underfunding. 

Your report &es the quality of employee plan audits and plan 
reporting on iateraal controla. These matters aFe within the purview of the 
Department of Labor, Pension and Weltare Benefits Admbdstration. At 
the behest of the Department, legislation was introduced in the 103rd 

‘Congress to address certain issu~p involving audits. We understand that 
the Department intends to introduce legNation addressing these issues 
during the current session. 

The report states that PBGC has continued to make progress in 
improving its internal controls, but that there are continuing concerns in 
tkee areas: financial systems and related Internal controls, assessment of 
the muttiemployer fund’s liabltity for future financial asststance, and 
inadequate controls over noafmancial participant data. The report states 
that these matters did not have a material effed on PJ3GC’s Iiaancial 
&&men& but do need attention. We are ammitted to taking the 
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Comments From the Pension Benefit 
Guaranty Corporation 

l%e Honorable Charka A. Borrohcr 
Msrch 1,1995 
pw.3 

necessary steps to detect and address weaknesses that remain and cite 
progress in a number of areas. 

. s We now have a quarterly Raanchl reporting 
syst.4~. We are in the final stages of lmplement3ng a state-of4h69u-t 
prendum ootlechn system. By the end of this flscal year, we will 
implement a new Standard General LadgerlFinancial Reporting System to 
h&grate wr fhandsl systems. We are moving ahead with developing aud 
bnpiementig a computer systems architecture that will wsure that PBGC’o 
various information systems are properly linked. 

h&@m&wer Fbr& We are establishing a new fhmucial database 
system for multiemployer plans that will improve the quality of our data 
and enable PBGC to better assess multiemployer trends. We should 
cemplete work on secnrlty matters and procedures for making changes to 
the database by this summer. We established a MultSemployer Worktog 
Group to coordinate and DIoDitDr operatio~,nol activitie9, fnchvdbtg 
contactbtg admiaistrators of high-risk pbms to update &mcia~ 
iobr~~ation. We now raive copies of Form 5500 directly from the IRS 
for high-risk plans. And we have implemented an audii program for 
multiemployer plans currently recciviug fhmndal asshta~ce. 

Nonfinancial PBGC is completing a reorganization 
of its Insurance Operations Department to implement team case pt3xessing 
whii will ensure that we acquire and update plan and partidpant data at 
the eariiesl stage3. We have implemented a DW computerized system for 
calculating the present v&e of future benefits which eUminute9 manual 
processes used in prior years. COD~~DW~ hpmveDieDts are being #Dade to 
the controls on the entry of data on our basic system for be&It payments. 
By the end of the year, aU partidpant records wiil be computerimaged. 
Imaging of plan records wiJJ be completed shortly thereafter. This will 
protect PBGC records against loss. Also, it wiil make them readii 
available to PBGC personnef on their desktop computers. FInally, we have 
begun work on a stale-of-lhe-art system to create a PBGC partidpaut 
database that will be integrated with other PBGC systems. These efforts 
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Guaranty Corporation 

‘l&t Honorabk CbaM A. Bowsher 
lbiar&1,19M 
pw4 

will~~tly stmgthe~ our lntermi controls on nonfhpndcd partidpant 
data. 

We~utetbeGAO’scontributiansinstrea~enIngthe~on 
insurmxsystemon which41 miUio~American9 rely. WI&your help, we 
ban anne a long way. I ID& forward to COD~~DU~~ caoperaffve efforts 
with your oMce. 

Marthlsate 
Bxecutive Dhector 
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Major Contributors to This Report 

1 Accounting and 
Information 

William L. Anderson, III, Senior Audit Manager 
Scott E. McNulty, Audit Manager 

Management Division, Donald R. Baiardo, Senior Auditor 

Washington, D.C. Paul F. Foderaro, Senior Auditor 
Bradley T. Berkebile, Auditor 
Denise F’ruik, Auditor 
China A. Piombino, Auditor 

Office of the General 
Counsel 

Helen Desaulniers, Attorney 
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